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TAX PROBLEMS FROM THE BUSINESS POINT OF VIEW
PHILLIP STRAWN*
It would seem desirable to begin a discussion of state and local
taxes from the business point of view by providing some indication
of the meaning of the term "business." A dictionary definition which
is pertinent is "the buying and selling of commodities and services;
commerce; trade." Thus broadly defined, the term "business" em-
braces a great variety of activities and organizations. It includes
such activities as manufacturing, wholesaling, retailing and the pro-
vision of services. It includes such organizational forms as corpora-
tions, partnerships, and sole proprietorships.
Defining business in terms of economic activities and organizational
forms tends to obscure the fact that the business view of taxes, or of
any other subject for that matter, is formed and expressed by men,
particularly the owners and other executives of business. It is the
opinions, beliefs and attitudes of these businessmen to which reference
is made when one speaks of the business point of view. Their view
of state and local taxes is shaped not only by the particular form and
kind of business with which they are associated, but also by their
political, philosophical, and other personal beliefs.
Because business consists of such a diversity of organizations, activi-
ties, and individuals, it has not developed a point of view concerning
state and local taxes, singly or in the aggregate, to which every busi-
nessman can subscribe. To expect it to do so would be unrealistic.
The monolithic unanimity of opinion concerning state and local taxes
which is sometimes attributed to business simply does not exist;
rather, there is within the business community a wide range of views
and attitudes on the subject.
It would be incorrect, however, to suggest that an identifiable busi-
ness view of state and local taxes does not exist. There is, in fact,
substantial agreement concerning many aspects of taxation. These
areas of agreement result from the fact that there are certain beliefs
and attitudes which most businessmen seem to share and that there
are certain conditions which seem to confront most of them with
similar problems. The beliefs, attitudes, and conditions which, at
least in this writer's judgment, seem to be the major determinants of
* Research Director, Washington State Research Council.
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the view of state and local taxes held by most businessmen are con-
sidered in some detail in the discussion which follows.
PHILOSOPHY OF GOVERNMENT
Businessmen generally have a conservative outlook on government.
Although it would be difficult to prove or disprove the accuracy of
such an assertion, it appears to be valid. The conservative orientation
of businessmen is introduced into this discussion solely for the purpose
of indicating the important influence it has on their view of state and
local taxes. An evaluation of the relative merit of either the conserva-
tive or the liberal point of view and a protracted analysis of the
meaning of these terms are considered neither necessary nor appro-
priate for purposes of the following discussion.
However, in order to gauge the probable effect which a conservative
viewpoint will have on attitudes toward state and local taxes, some
indication of the nature of conservative beliefs, particularly as they
relate to government, should be presented. Russell Kirk, one of the
more well known spokesmen for a conservative view, has described
two of the many qualities which characterize American conservatism:
A suspicion of concentrated power, and a consequent attachment to our
federal principle and to division and balancing of authority at every
level of government.
A reliance upon private endeavor and sagacity in nearly every walk of
life, together with a contempt for the abstract designs of the collectivistic
reformer.1
Governmental developments provide some justification for the busi-
nessman's fear of ubiquitous and increasingly costly government.
Seldom does a year pass without the extension of existing governmental
programs or the inauguration of new ones. This is especially charac-
teristic of developments at the federal level and more particularly
with regard to federal grants-in-aid to state and local governments.
Such grants tend to accelerate the development of state and local
programs in the functional areas aided. As the Advisory Commission
on Intergovernmental Relations has noted:
the use of Federal grants-in-aid has been increasing both in variety and
magnitude since the initiation of the device in 1862, and especially since
the end of World War II....
I KIRK, PROSPECTS FOR CONSERVATIVEs 38 (1956).
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On frequent occasions it is alleged that "once a Federal grant begins, it
never ends." From a factual standpoint this allegation is almost but not
quite correct. "Never" should be amended to "hardly ever." 2
To many businessmen the mounting cost of government is equally
as alarming as the extension of governmental activities. During the
post-World War II period, the proportion of the net national product
taken by taxes (all levels of government) has gradually increased. In
1963, the proportion amounted to 30.4 per cent--certainly the highest
level in modem times and very likely in our entire history as a nation.
Businessmen, observing these governmental developments from a
conservative point of view, have developed an increasingly critical atti-
tude toward all taxes-federal, state, and local. Believing that govern-
ment should play a limited role, they have witnessed a continual
expansion of that role. Believing that taxes should take only a modest
portion of the nation's product, they have watched that portion grow
to nearly one-third of the total. As a result, businessmen are inclined
to be severe in their judgment of present tax levels and tend to oppose,
a priori, tax increases at any level of government. This pervasive
feeling of general dissatisfaction is an important determinant of the
business attitude toward state and local taxes.
FEDERAL TAXES
The businessman's view of state and local taxes is strongly influenced
by the way he feels about federal taxes. The total tax liability of any
business enterprise results from the cumulative net effect of federal,
state and local taxes. Federal taxes are the dominant element in the
total tax structure. This is clearly revealed by the proportion of total
taxes collected by each of the three levels of government. In 1963,
for example, the federal government collected two-thirds of all taxes
in the United States; collection of the remaining one-third was divided
equally between state and local governments.4 The relative importance
of federal taxes in Washington can be illustrated in several ways.
For instance, it is estimated that per capita federal taxes in Wash-
ington in 1962 totaled $513.00; 5 on the other hand, Washington's per
2
ADvisoRy COMM'N ON INTERGOVERNmENTAL RELATIONS, PEioDic CONGRESSIONAL
REAsSESSMENT or FEDERAL GRrs-IN-Am To STATE AwD LocAL GovERNMEN.Ts 14,
19 (1961).
8 TAx FouNDATioN, IN., FEDERAL FiscAL IssuEs 10 (1964). "
4 BUREAU OF THE CENSUS, U.S. DEe'T oF COMMERCE, SuMMARY OF GoVE.RNmENTAL
FNANCES IN 1963 22 (1964).5 TAx FOUNDATION, INc., FAcTs AND FIGuES ON GOVERNMENT FiNANcE 112 (12th
ed. 1962-1963).
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capita state and local taxes in 1962 amounted to $252.54.' Federal
corporation income taxes collected in Washington in 1962 were $184
million as compared to $68 million collected under the State's business
and occupation tax.'
Most businessmen are convinced that federal taxes are too high.
The following conclusions, which were reached by the Committee on
Federal Tax Policy (Roswell Magill, chairman), are typical of the
business view.
Our-Federal tax system has a pervasive influence on our economic life.
As presently constituted, it is a significant impediment to the investment
required for economic well-being today and future growth. The tax
system urgently requires revision.
Excessive progression in the rates of the individual income tax and the
unduly high rates of the individual and corporate income taxes are
serious deterrents to initiative, saving, and risktaking. The extremely
high rates exert a substantial distorting influence on business and in-
dividual decisions. They retard economic growth and attainment of
adequate investment, employment, and consumption.8
That this view of federal taxes, in varying degrees, is widely held
is indicated by such developments as the passage of the Revenue Act
of 1964, which provides for some personal and corporate income tax
reduction, and by the proposals for further tax reduction advanced
by the presidential candidates of both major political parties in 1964.
The dominant role of federal taxes and the widespread conviction
that they are too high have been stressed because of the very significant
impact these circumstances have on the business view of state and
local taxes. The importance of federal taxes in the total tax structure
and the burden imposed by such taxes are among the most important
factors contributing to business opposition to increases in state and
local taxes. However, the recently enacted federal income tax reduc-
tions, if accompanied by still further reductions, can be expected to
mitigate the antipathy with which business views state and local tax
increases.
6BUREAU OF THE CENSUS, U.S. DEP'T OF COMmERCE, GOVERNMENT FINANCES IN
1962 42 (1963).
T WASHINGTON STATn RESEARcH COUNCm, RESEARCH COUNCIL'S HANDBOOK 104,
132 (1964-1965 ed.).
8 COMM. ON FEDERAL TAX POLICY, FINANCING AMECA's FUTUrE: TAXES, Eco-
NOMIC STABILITY AND GROWTH 1-2 (1963).
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EXPENDITURES AND FIscAL RESPONSIBILIY
The critical attitude of many businessmen toward state and local
taxes is in part attributable to their feeling that a significant portion of
governmental expenditures is not really necessary and that govern-
mental operations are frequently conducted under conditions of fiscal
irresponsibility. On the other hand, when it can be demonstrated that
a governmental operation is essential, that it is being performed with
effectiveness and efficiency, and that it is being financed in a fiscally
responsible manner, there is usually little or no objection to the
taxes needed to pay the cost of the operation.
There are, of course, businessmen who are prone to make facile
and spurious judgments about "economy in government" and "fiscal
sanity." However, there are many others who question the value or
efficacy of certain governmental programs and the fiscal prudence of
certain financial procedures only after careful consideration. A listing
of just three or four of the conditions which create doubt and questions
in the minds of the more thoughtful businessmen will indicate that
there are good reasons for a skeptical attitude towards certain gov-
ernmental operations and costs.
1. Approximately 80 per cent of state financial aid to schools for
operating purposes is distributed on flat grant basis, i.e., one which
does not take into consideration a school district's ability or effort to
support its program from its own sources. In addition, school dis-
tricts in counties which attempt to make the property tax more
productive are penalized in the distribution of state aid on an
equalization basis.
2. The State has relied exclusively on the sale of bonds in order
to obtain funds for state aid to schools for building purposes during
the post-World War II period. Interest payments on this debt,
through June 30, 1964, have totaled $34.8 million. Total debt service
payments (principal and interest) for all tax supported bonded debts
totaled $66.5 million in the 1961-63 biennium.
3. In fiscal 1963, expenditures for assistance payments from state
and local funds in Washington amounted to $4.96 per $1,000 of
personal income.' In only five other states was this expenditure rate
greater.
9 BuREAu oF FAmILY SERVICES, U.S. DEP'T oF HEALTH, EDUCAION, AND WELFAR,
TREND REPORT-GRAPHIC PRESENTATION OF PUBLIc ASSISTANCE -AND RmLATED DATA
79 (1963).
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4. Many of the retirement systems for public employees have
developed serious weaknesses. In a report to the Legislative Coun-
cil, a consulting actuary noted, "The precarious financial condition
of most retirement systems in which there exists incurred and un-
financed obligations of substantial proportions, and prospective
obligations of indeterminate amounts."'10
Corrections and changes in conditions such as those listed above
would go far toward relieving business mistrust of governmental op-
erations and reducing business hostility toward the taxes required to
pay for such operations.
TAX ADMINISTRATION
The business view of state and local taxes is determined, to some
extent, by the manner in which such taxes are administered. The
aspect of tax administration which is of most importance in this respect
is not the efficiency with which taxes are collected, but rather the
fairness and consistency with which tax liabilities are determined. Only
slightly less important is the provision of procedures for the prompt,
fair settlement of disputed tax matters.
With the exception of unemployment compensation taxes and work-
men's compensation taxes (or premiums as they are more often
designated), it appears that business has no deep-seated dissatisfaction
with the administration of state taxes in Washington.
Administration of .unemployment and workmen's compensation
taxes, in the broadest sense, encompasses matters ordinarily not con-
sidered a part of tax administration per se. This is so because, in the
case of these two taxes, determination of the amount of tax to be paid,
within certain limits, is directly affected by the number of persons
granted benefits and the amount of those benefits. By contrast, when
expenditure experience indicates a need for changes in the level of
taxes imposed for the support of most other governmental programs,
specific legislative action, rather than administrative determination, is
required before such changes can be made.
. Unemployment Compensation. The 1961 Legislature directed the
Department of Employment Security and the Legislative Council to
make certain studies of the unemployment compensation program. In
-10 A. A. WEINBERG, THE PUBLIC EMPLOYEE PENSION PROBLEM IN THE STATE OF
WASHINGTON-GENERAL SUMMARY OF THE RESULTS OF A RESEARCH STUDY OF PUBLIC
EMPLOYEE RETIREMENT SYsTEMs IN THE STATE 7 (1962).
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the interim prior to the 1963 session of the Legislature, a substantial
amount of information concerning the program was compiled and sug-.
gestions for changes were solicited. Business made a careful and
thorough presentation of the changes it regarded as essential for sound
and equitable financing, reasonable and adequate benefits, and elimina-
tion of abuses. Areas in which business sought change included the
formula used to rate employer experience with unemployment and the
requirements which workers must meet to be eligible for benefits. The
study did not result in the recommendation of legislation by the Legis-
lative Council subcommittee responsible for the study.- The reasoi
given by the subcommittee was that "The lack of agreement between
labor and management left no agreed course of action open to the
subcommittee."" Nonetheless, a bill incorporating the major changes
sought by business was introduced in the 1963 Legislature (Senate
Bill 355); however, it died in committee. As a result, business con-
tinues to take a highly critical view of many aspects. of the State's
unemployment compensation program.
Worlanen's Compensation. The business interest in taxes required
for support of the workmen's compensation program extends beyond
a concern about number of beneficiaries, amount of benefits, and-ad-
ministrative procedures, although these are matters- of considerable
importance because of their effect on the amount of tax to be paid
by employers. Many businessmen axe convinced that requiring em-
ployers to provide workmen's compensation coverage exclusively
through a state fund, as Washington does, results in an inflexible and
unnecessarily expensive program. In almost all other states employers
are free to finance workmen's compensation coverage through private
insurance companies or through self-insurance, in preference to a state
fund. Washington employers believe they should have the same free-
dom of choice.
Businessmen recognize the need for unemployment and workmeh's
compensation programs and have clearly stated their willingness to
pay the cost of operating such programs at reasonable levels. How-
ever, many of them continue to be severely critical of both the pro-
cedures used to determine the amount of taxes each employer must
pay and of those benefit disbursements which add unnecessarily to the
cost of these programs. An indication of the justification for this
"EIGHTH BIENNIAL REP WASHNGTON STATE LEaIsLArTv CouxciL 53 (1963).
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concern on the part of business is that state taxes for these two pro-
grams totaled $80 million in fiscal 1963; this was about $9 million
greater than collections of the state business and occupation tax in
the same year.
Dispute Review. There is, at the state level, another aspect of tax
administration which is regarded as a "problem area" by some
businessmen. The problem concerns the review of disputes between
taxpayers and the State Tax Commission and was described by the
Expenditures Advisory Council in these words:
The Tax Commission has a dual function. The commissioners administer
the tax laws of the state and determine the rules and regulations under
which the tax laws shall be administered.... They also carry on a quasi-
judicial function, in that they act as an appellate body to hear protests
and appeals brought by taxpayers from the action of the working force
of the Tax Commission. Since the Tax Commission has promulgated
the rules, regulations and procedures in the first place, the commissioners
are placed in the position of sitting in judgment on appeals from their
own actions.1 2
The position of those who believe the two functions should be
separated was substantiated by both the advisory councils which the
Governor appointed in recent years to examine state financial prob-
lems. The Tax Advisory Council stated: "One of the proposals for
Tax Commission reorganization calling for a director of taxation with
a separate board of tax appeals was considered by the Council to be
desirable and necessary eventually, but not presently required."13 The
Expenditures Advisory Council agreed: "The Council believes better
administration and more adequate review, as well as better protection
to citizens, would result if these two functions of administration and
quasi-judicial determination were separated."'
Property Taxes. At the local level the tax administration problems
of greatest dimensions are unquestionably those connected with prop-
erty taxes. Basically, these problems center about the process of
establishing the assessed value (or taxable value) of property. The
Tax Advisory Council, which gave extensive consideration to property
12 GOVERNOR'S EXPENDITURES ADVISORY COUNCIL OF THE STATE OF WASHINGTON
FIrST REP. 68 (1960).
13TAX ADVISORY COUNCIL OF THE STATE OF WASHINGTON, FINANCING STATE AND
LOCAL GOVERNMENT IN WASHINGTON 16 (1958).
14 EXPENDITURES ADVISORY COUNCIL, op. cit. supra note 12, at 52.
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tax matters during the course of its work, described the problems
in this way:
On the side of equity, the main problem is the all-too-prevalent lack of
uniformity of assessments which may result in properties of the same
true value subject to the same tax rate paying substantially different tax
bills. While the lack of inter-county uniformity poses some questions,
the most pressing problem lies in the lack of uniformity within the
county. All studies of the relationship between assessments and selling
prices or other criteria of true value of property have indicated the
widest disparities in assessments. 15
There is no indication that this situation has changed materially in
the years since the Council made its report. The continued existence
of these inequities has been an important contributor to business
reluctance to support efforts aimed at making the property tax more
responsive to the revenue needs of local government.
No knowledgeable person believes that the complex process of
property assessment can ever be refined to the point where absolutely
no inequities of any kind will exist. However, this is generally re-
garded as insufficient reason for failing to undertake 'those changes
which could lead to significant improvement. Of the numerous pro-
posals for improving the equity of assessments, at least two have
received support from members of the business community. and merit
brief comment.
Under one proposal, the state constitutional requirement that prop-
erty be assessed at 50 per cent of its "true and fair" value would be
amended to make the assessment level 25 per cent of trie and fair
value. This proposal appeals to many businessmen. At present, assess-
ment levels are nowhere near the required 50 per cent; instead, they
range from about 15 per cent to 25 per cent. Enforcement of the 50
per cent requirement obviously would result in enormous property tax
increases (assuming no adjustment of tax rates). Thus, because the
State does not now have an assessment level requirement which can
be enforced without damaging consequences, serious inequities have
developed. Setting the constitutionally required assessment level at 25
per cent of true and fair value, assuming reasonable provisions for
gradual adjustment to the change, would create a realistically enforce-
able standard. This would be of great value in reducing assessment
inequities and, once it was implemented, would help to reduce one of
15 TAx ADVIsoRY CouNcL, op. cit. supra note 13, at 27.
19651
WASHINGTON LAW REVIEW
the most persistent concerns businessmen have with regard to prop-
erty taxes, i.e., sharp tax increases as a result of changes in assessment
level.
A second proposal which has received business support has to do
with assessment ratio studies. The purpose of such studies is to de-
termine the percentage of "actual" value at which property is assessed.
Although the State Tax Commission now conducts an assessment ratio
survey each year, neither the Commission nor businessmen believe it
provides as much information as is necessary. For this reason, it has
been proposed that a comprehensive assessment ratio study, such as
was last made in the 1953-55 biennium, be undertaken. Some believe
a full scale study is required only at intervals of several years; others
are convinced that one should be made each biennium. The need for
this type of study, at whatever intervals, was forcefully expressed by
the Tax Commission in its Nineteenth Biennial Report:
the fact remains that significant gains [in correcting assessment level
variations] can be achieved only through a comprehensive study of
ratios of assessment to full value for all major classes of property in
each of the 39 counties .... The Commission feels that the gains from
such a study would far outweigh the costs. The importance of a com-
prehensive ratio survey cannot be over-emphasized. The only way in
which equity can be achieved is through such a program. 6
STATE-LOCAL ALLOCATION OF TAXING POWER
State taxes in Washington comprise an unusually large portion of
total state and local taxes. In 1962, for example, state taxes accounted
for 70 per cent of state-local taxes in Washington. This was in sharp
contrast to the national average of 50 per cent, as well as to the situa-
tion in the other Pacific Coast states; in California, state taxes ac-
counted for 46 per cent of the total and in Oregon, 51 per cent.17 The
preponderant role of state taxes in Washington's state-local tax struc-
ture is evident in many ways. Probably one of the most striking of
these, and certainly one of the most important, is in the area of school
finance. It is estimated that 62 per cent of the revenue received by
public schools in Washington in 1963-64 came from state sources. In
only nine other states, largely in the South, was this percentage higher.
6 TAX COMM'N, WASHINGTON, ANNtm REP 22 (1962).
17 BUREAU OF THE CENSUS, U.S. DEP'T OF COmmERCE, GOVERNMENTAL FINANCES
iN 1962 48 (1963).
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Nationally, 40 per cent of public school revenue is derived from state
sources.1
The exceptional importance of state taxes in the state-local tax
structure of Washington exerts considerable influence on the business
view of such taxes. Perhaps the most obvious effect of this excep-
tionally heavy reliance on state taxes is the creation of a somewhat
distorted impression of state government finances. State collected
taxes in Washington appear exceptionally high when compared with
other states. In 1963, state taxes in Washington were $180.23 per
capita, fourth highest in the United States, or $73.58 per $1,000 of
personal income, fifth highest in the United States."9 Washington's
sales tax, gasoline tax, cigarette tax and alcoholic beverage taxes are
imposed at rates among the highest in the nation. An evaluation of
such information, if it is to be reasonable, should be tempered by a
consideration of local taxes (which are well below the national av-
erage). However, this consideration, more often than not, tends to be
forgotten. As a result, criticism of state taxes is sometimes harsher
than justified by an examination of the total state-local tax structure.
The intensity of such criticism probably could be lessened by the
development of greater balance between state collected and locally
collected taxes.
A major reason for business concern about the disproportionate
nature of Washington's state-local tax structure may be traced to the
businessman's belief that strong, viable local government is essential.
For most businessmen, such terms as "local control," "home rule,"
etc., are not simply euphemisms for lower taxes. By and large, the
business community is convinced that citizens within a local area know
their needs better than government officials in a state or national
capital and that citizens are more likely to fulfill their civic duties
when they are granted a large measure of responsibility for the control
and financing of governmental activities within their locality.
There is an awareness, too, that the provision of financial aid by a
higher level of government is often accompanied by the loss or weak-
ening of local self-determination. Thus, there is an inclination to view
accretions to the state's taxing power as further evidence of a "central-
ist" trend leading to the decimation of local government. It must be
18 OFFICE OF EDUCATION, U.S. DEP'T OF HEALTH, DIGEST OF EDUCATIONAL STATIS-
TIcs, Bull. no. 18, 57 (1964).
29 BUREAU OF THE CENSUS, U.S. DEVT OF Co~mmcF, ComPEium OF STATE Gov-
EPNMENT FINANCES IN 1963, 47, 49 (1964).
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noted, however, that there is a certain ambivalence in the business
advocacy of virile local government. Achievement of such government
requires access to adequate revenue at the local level and yet business
generally has been somewhat less than enthusiastic about proposals
to make revenue sources, primarily the property tax, more accessible
and responsive to local government. This attitude finds considerable
justification in the desire to avoid magnification of existing inequities
in property taxes. If these inequities can be largely eliminated, by
means of changes such as those discussed above,2" proposals for
strengthening the revenue power of local government will undoubtedly
find a more receptive audience.
The displeasure with which some businessmen view the existing
balance between state and local taxes also stems from a recognition
of the problems involved in distributing state collected taxes to local
governments in an equitable and rational manner. While few business-
men pretend knowledge of the intricate formulas frequently used in
the distribution of state aid, many are cognizant of the sometimes
wasteful and illogical results. The distribution of state aid is charac-
terized by two weaknesses. The first is acquiescence to the contention
that each local governmental unit of the kind to which distribution
of a particular type of state aid is being made, must receive some
amount of aid, even though no need is indicated by the criteria being
used. A second weakness is that state aid distribution formulas, in an
effort to accommodate the variety of local conditions, have a tendency
to become so complex they are incomprehensible to all but a very few
people. Businessmen who are aware of these weaknesses are often
skeptical of proposals for new or increased state aid to local govern-
ments until they have been convinced that such weaknesses have
somehow been overcome.
TAXES AND THE BUSINESS CLIMATE
The phrase "business climate" has been badly overworked in recent
years. Perhaps one of the reasons is simply that a substitute term of
comparable descriptiveness has not yet appeared. In spite of, or possi-
bly because of, the great lengths at which business climate has been
discussed, there are differences of opinion about its meaning. However,
business climate is generally considered to mean the myriad of factors
20 See text accompanying notes 15, 16 supra.
(VOL. 39
WASHINGTON TAX STRUCTURE
affecting economic growth and development, with perhaps some special
emphasis on governmental factors.
The establishment and maintenance of a "good" or "favorable"
business climate is an objective to which there is about as much opposi-
tion as there is to motherhood and virtue. A favorable business climate
is a combination of economic, political, social, and geographical con-
ditions conducive to expansion of established business and alluring to
out-of-state businesses contemplating a new location. The specific
conditions which comprise this combination are too numerous to at-
tempt a complete listing here; they include proximity to markets,
productive labor force, availability of materials, good educational
facilities, recreational opportunities, etc. Perhaps more pertinent for
purposes of this discussion is the fact that the conditions which con-
stitute the business climate include state and local taxes.
There are a variety of views with regard to the relative importance
of the part played by state and local taxes in determining the business
climate. Studies which have been made of the impact of state and
local taxes on business and industry generally, and on industrial loca-
tion decisions particularly, often have been less than adequate. For
this reason, their conclusions must be accepted with some reservation.
The reports and studies reviewed by this writer clearly indicate two
conclusions: (1) State and local taxes are a minor portion of total
business costs, and (2) state and local taxes are seldom a factor of
major importance in locational decisions.2
These conclusions should be qualified by the following observations:
1. While it may be true that state and local taxes are a minor
part of total business costs, it is also true that they may have a
major effect on business profits.
2 1 See WONNACOTT, MANUFACTURING COSTS AND THE COMPARATIVE ADVANTAGE OF
UNITED STATES REGIONS (1963); BRAzER, TAXATION AND INDUSTRIAL LOCATION IN
MICHIGAN; W. E. UPJOHN INSTITUTE FOR EMPLOYMENT RESEARCH REP. (1959);
GRAVES, EFFECTIVE INDUSTRAL DEVELOPMENT POLICIES, Western City (1963); LEGIs-
LATIVE RESEARCH COMM'N, COMMONWEALTH OF KENTUCKY, RESEARCH REP. No. 8,
STATE-FEDERAL INCOM TAx CONFORMITY IN KENTUCKY (1961) ; MUELLER, WILKEN
& WOOD, LOCATION DECISIONS AND INDUSTRIAL MOBILITY IN MICHIGAN (1961);
Randell, Factors Used by Industry in Determining Future Plant Sites, in paper pre-
sented at Third Annual Municipal Conference, New England Merchants National
Bank of Boston (Nov. 28, 1961); STATE OF CALIFORNIA ECONOMIC DEVELOPMENT
AGENCY, A STUDY OF CALIFORNIA'S TAX TREATMENT ON MANUFACTURING INDUSTRY
(1961); FISCAL STUDY OF THE ADVISORY COUNCIL ON THE VIRGINIA ECONOMY, A
REPORT ON VIRGINIA'S ECONOMY-THE STATE'S FISCAL SYSTEM AND THE IMPACT OF
ITS TAXES ON INDUSTRIAL DEVELOPMENT (1957); WASHINGTON STATE DEP'T OF
COMMERCE AND ECONOMIC DEVELOPMENT, INDUSTRIAL TAX LOADS IN WASHINGTON
AND COMPETING STATES: A FOUR INDUSTRY TAX COST COMPARISON (1963).
1965]
WASHINGTON LAW REVIEW
2. For at least some businesses, state and local taxes are a serious
financial burden.
3. State and local taxes may occasionally be the decisive factor
in a locational decision of special importance.
4. Confronted with many business climate components which
cannot be changed at all or which can be changed only slowly, the
prudent course of action would seem to call for concentration on
improvement of those conditions susceptible to more rapid change,
e.g., state and local taxes.
5. If businessmen think state and local taxes are a major element
of the business climate, the effect is much the same as if they actually
are.
Although the businessman's view of the importance of state and local
taxes in determining business climate and in influencing the location
of business appears at odds with the conclusions reached by economists
and industrial location specialists, it is not as illogical as it at first
seems. The author of a recent midwest economic study expressed a
rationale for the business point of view in this way:
The businessman cannot change the weather but he may be able to
affect his taxes. Complaints about the weather, therefore, must be re-
garded as wasted effort. On the other hand, complaints about taxes
may result in reduced costs in the future, or alternatively more modest
increases than would otherwise have occurred. Such complaints are
therefore quite rational even if taxes are not of major importance.
Complaints about taxes may arise due to business vulnerability. Some
costs-for example, those associated with the weather-may be regarded
as fixed, but the businessman is constantly facing the prospect that his
taxes may be revised upwards. The businessman is in an exploitable
position, since no move for an established firm is possible without sub-
stantial cost. Hence defenses are limited. In effect the businessman is
like a buyer making a major once-and-for-all purchase. Until the com-
mitment is made, the buyer is in control. Surrounded by supplicants, he
has the situation well in hand. But once a firm commitment is made, he
becomes a potential victim. The buyer's defense is to deal with people
with a favorable past record. Consequently, reputation of a seller is
critical in a once-and-for-all purchase. Similarly the "image" of an
area, reflecting its past treatment of business, may be critical in the
decision to locate.
Once the location commitment is made, defenses may be employed to
insure against the possibility of increased taxes: the threat to move,
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-and the complaint that even the present level of taxes is driving business
out-of-state. One.may speculate that optimal strategy involves making
the complaint vocal enough to influence local policies, but quiet enough
so that it doesn't become common currency out-of-state and result in
the loss of new industry that would increase the local tax base. There
have also apparently been instances of firms With-valid complaints re-
maining silent in order to be "good neighbors" and avoid local hostility.
As a consequence, the picture is mixed. But the business position
vis-a-zis taxes is not mere irrational emotion. To a very large degree
it may be explained as a rational pursuit of policies aimed at keeping
costs down.22
The business community in Washington views the impact of state
and local taxes on the business climate with an attitude which probably
can best be described as one of mixed emotions. While businessmen
recognize that Washington's tax structure has certain advantages, many
are also painfully aware of its disadvantages. Which outweighs the
other is a judgment varying from one kind of business to another and
from one businessman to another. Whatever the judgment, it is fre-
quently made with a sense of apprehension about tax changes which
the years ahead may bring. When it is remembered that in the twenty
years since the end of World War II, Washington has had only two
legislative sessions in which state taxes were not increased, the sense
of apprehension experienced by businessmen appears justified.
The tax structure components which some businessmen regard as
detrimental to the business climate include, at least in their present
form, unemployment compensation taxes, workmen's compensation
taxes, and the state business and occupation tax.
Unemployment compensation and workmen's compensation taxes
were discussed in some detail earlier in this article. 3 Employer dis-
content with these two taxes is primarily focused on the method of
determining tax liability and on the expenditures which help to sustain
the need for taxes at maximum rates. In fairness, it must be noted
that whatever detrimental effect unemployment compensation financing
may have on the business climate is at least partially offset by the
comparatively excellent level of reserves for benefit payments. A few
states in recent years have depleted their reserves, necessitating loans
from the federal government and creating a situaton not likely to be
regarded as a plus factor in the business climate.
22 WONNACOrr, op. cit. supra note 21, at 54, 55.
"2 See text at 1018 supra.
19651]
WASHINGTON LAW REVIEW
For many years, the state business and occupation tax has been the
object of rather widespread criticism. Many believe that the tax is
inherently inequitable. Because it is a tax on gross income, no allow-
ance is made for variation in profit margin. Consequently, the tax, as
a percentage of net income, varies widely among businesses with equal
gross income. However, dissatisfaction with the tax is by no means
universal. Some believe that a business firm must be presumed to
benefit from governmental services whatever its profit margin and
should therefore pay a portion of the cost of such services. It is also
pointed out that other taxes to which business is subject (property tax,
sales tax, etc.) must be paid regardless of a firm's profit position. In
any event, there is general agreement that the business and occupation
tax has become a serious problem for businesses operating at an un-
usually low profit margin. Gubernatorial candidates of both of the
major political parties in 1964 advocated tax relief for such situations.
There are, of course, state and local taxes other than those discussed
above, which some businessmen consider inimical to a favorable busi-
ness climate. Those whose business is located near the Oregon-
Washington border or the Idaho-Washington border, for example, are
likely to regard Washington's sales tax with marked dissatisfaction
since neither Oregon nor Idaho imposes a sales tax. Or, as another
example, those whose business is the production or sale of alcoholic
beverages cannot be expected to regard as an indication of a good
business climate the fact that per capita state and local revenue from
alcoholic beverages in 1963 was $15.22-far higher than any other
state in the nation. -4
The two facets of Washington's tax structure which businessmen
generally look upon as the most favorable are the relatively moderate
reliance on property taxes and the absence of a state income tax.
Businessmen have believed that the inequity and unpredictability
frequently associated with property taxes should be minimized by
maintaining the use of this revenue source at fairly modest levels.
They have increasingly recognized, however, that excessively stringent
restrictions on property tax utilization can lead to imbalance in the
state-local tax structure and to distortions in the local government
financial picture. This recognition has resulted in some willingness to
support efforts to make the property tax a more adequate source of
24 DisTILLED SPIRITS INSTITUTE, Punic REVENUES FROm ALconoLIc BEVERAGES,
1963, 8 (1964).
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local government revenue. Such support is usually conditioned on the
provision of adequate measures to insure equity and to prevent sudden,
drastic changes in taxing levels.
Proposed Income Tax. The disapproval with which most business-
men regard proposals for a-state income tax is largely attributable to
three reasons. The first is a conviction that income as a tax base has
been virtually preempted by the federal government through its heavy
reliance on income taxes. The second reason is that problems of tax
overlapping are moderated when each level of government relies pri-
marily on only one of the three major tax bases (income, consumption,
property). An approximate allocation of revenue sources now exists
as the following data indicates:
Thus the Federal Government, which accounts for two-thirds of all tax
revenues, relies primarily on individual and corporate income taxes.
The States derive more than half of their tax revenues from general
sales and gross receipts taxes while local jurisdictions receive almost 90
per cent of their tax revenue from property taxes.25
A final reason for the unfavorable reception usually accorded state
income tax proposals by business is that the proposals normally pro-
vide for a progressive tax. However, most businessmen believe taxation
on a proportional basis is more logical and more equitable. They be-
lieve that whatever need there may be for some progression in the
total tax structure (federal, state and local) is amply met by the highly
progressive federal individual income tax. They would probably agree
with Dr. Harley L. Lutz (professor emeritus of public finance, Prince-
ton University).
The assumption that progression constitutes taxation according to ability
to pay is unsound, for the overall ability to do anything with income is
obviously proportional to income. One man with double the income of
another can spend in the aggregate twice as much as the other, not three
or four times as much.
The only remaining purpose of tax rate progression is to change the
pattern of income distribution, leaving individuals in a different economic
position vis-a-vis each other than existed before tax. In this respect
progression is more than a rate scale. It is a state of mind which em-
braces elements of envy, malice and fuzzy social ideals, but which is
devoid of comprehension of the nature of a free enterprise society and
the dynamics of economic growth.26
2 5 JOINT EcoNo ic Commxr., 88vi CoNG., 2d SEss., THE Fzizw TAX SYSTEM:
FAcTS AND PROBLEMS, 1964, 188 (1964).26 Wall Street Journal, Sept. 25, 1962, p. 12, col. 5.
1965]
IVASHINGTON LAW REVIEW
The attainment of a favorable business climate, an accomplishment
of great importance to every citizen ultimately, is clearly neither simple
nor easy. It involves not only the taxes which have been the major
concern of this discussion, but also government regulation of economic
activity, adequate public services, and a host of other factors unrelated
to government. In its efforts to achieve a more favorable economic
climate, business will inevitably encounter what seems to it to be
more than its share of defeats and disappointments. Thus, business
might well acquire in still greater measure that "India rubber" quality
of which Henry David Thoreau in his work entitled Civil Disobedience,
said: "Trade and commerce, if they were not made of India-rubber,
would never manage to bounce over the obstacles which legislators
are continually putting in their way; .... "'I
The problems with which this symposium and this article are con-
cerned will not be resolved by exhortations, but an auspicious beginning
could be made if each of us were to heed Thoreau's encouragement:
"Let every man make known what kind of government would command
his respect, and that will be one step toward obtaining it." 8
27 THOREAU, Civi. DisommNcE, GREAT BOOKS FOUNDATION 2, (1949).
28 Ibid.
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